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THE  RELATIONS  OF  FEDERAL,  STATE  AND  LOCAL 

REVENUES* 

I. 

|T  is  only  in  modem  times  that  the  fiscal  inter-relations  between 
1  central  and  local  governments  have  become  of  importance.  In 
ordinary  states  the  question  is  one  of  divergence  between  naticmal 
revenues  and  local  revenues.  In  federal  states  the  problem  is 
further  compUcated  by  the  interposition  pf  the  commonwealth  or 
state  between  the  federal  or  national  government  on  the  one  hand 
and  the  local  government  on  the  other. 

Government  revenues  are  the  counterpart  of  government  ex- 
penditures, and  these  depend  primarily  upon  the  character  and  the 
extent  of  government  functions.  From  this  point  of  view,  the 
fiscal  relations  in  question  are  of  considerable  complexity.  All 
expenditures  were  originally  local  in  character.  Economic  life  was 
at  the  outset  based  upon  a  local  economy,  and  what  little  money 
was  spent  was  both  raised  and  expended  primarily  for  local  pur- 
poses. It  was  only  when  the  national  state  developed  as  a  result 
of  the  profound  economic  changes  of  the  later  middle  ages  that 
national  expenditures  now  appeared  on  the  scene,  and  especially  for 
the  purposes  of  the  army  and  the  navy.  Somewhat  later  there 
came  a  two-fold  development  as  a  consequence  on  the  one  hand  of 
trade  and  commerce  and  on  the  other  of  democracy. 

Trade  and  commerce  were  responsible  for  the  growth  of  e3c- 
penditUKS  connected  with  transportation,  and  especially  with  good 
roads.  AWiough  this  was  accorajdished  in  part  by  the  locaUties, 
more  and  more  supervisi<m  was  exercised  by  the  central  govern- 
ments, so  that  the  expenditures  of  the  central  government  for  sudi 
purposes  now  grew  to  considerable  proportions.  The  same  was 
true  still  later  when,  as  in  France,  the  construction  of  canals  called 
for  large  outlays.   The  result  of  the  movement  down  to  the  b^- 

*  A  paper  read  before  the  Ninth  Section  of  the  Second  Pan-American  Qm- 
grcss  in  Washington,  December,  1915. 
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ning  of  the  nineteenth  century  was  that  the  great  burden  of  ex- 
penditure resting  upon  the  individual  was  primarily  for  the  pur- 
poses of  the  central  government,  and  that  even  in  England  the  local 
e3q>enditures  were  limited  in  large  measure  to  the  care  of  the  poor, 
with  very  slight  additions  ioa  roads  and  other  misceUaneoos 
purposes. 

At  the  beginning  of  the  nineteenth  century,  the  democratic 
movement,  which  was  the  result  of  the  industrial  revolution,  altered  \ 
the  situation  in  two  ways.   In  the  first  place,  there  now  came  a 
rapid  increase  of  expenditures  for  educaticm,  for  improving  tiiie 
health  and  sanitation  of  the  community  and,  finally,  for  developing  I 
the  general  welfare  in  its  still  wider  aspects.    In  the  second  place,  r 
these  e3q>enditures  were  overwhelmingly  local  in  character,  although 
there  has  also  been  a  ^dency  of  late  for  tiie  central  governments 
to  assume  to  an  increasing  extent  some  of  the  same  functions.  The 
consequence  has  been  that,  on  the  whole,  in  the  most  recent  period 
local  expenditure  have  become  in  many  ways  quite  as  important  as, 
even  if  not  more  important  than,  the  central  expenditures. 

While  there  has  been  this  general  movement,  the  situation  has 
been  complicated  by  the  fact  that  government  functions  and  ex- 
penditures have  been  variously  apportioned  in  different  states.  In 
s(»ne  states  certain  functions  have  been  gradually  rel^;ated  to  the 
local  communities ;  in  others,  the  cratrary  is  Ae  case. 

In  the  Anglo-Saxon  communities,  there  has  been  a  growing 
tendency  for  a  central  control  over  the  local  functions  of  govera- 
mmt\  in  others,  as  in  France  and  Italy«  there  has  been  a  tendency 
toward  a  greater  decentralizaticm.  McHwver,  in  all  federal  states 
a  further  complication  has  been  introduced  in  that  in  the  separate 
commonwealths  or  states  that  stand  between  the  localities  and  the 
federal  government  there  has  been  a  mixed  movement  both  toward 
centrahzaticni  and  toward  decentralizatim;  so  that  in  some  ccmi- 
munities  the  one  tendency  preponderates,  in  other  commtmities  the 
contrary.  In  the  United  States,  for  instance,  the  states  have  been 
gradually  assuming  the  control  of  several  functions  that  were 
originally  left  to  the  localities,  as  in  the  case  of  highroads,  hos^utals,. 
asylums,  state  constabulary,  and  t]ie  like.  On  ^  other  hand,  the 
states  have  been  losing  some  of  their  functions  to  the  central  govern- 
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Hicnt.  as  in  the  case  of  the  growing  federal  control  over  « Iroads 
and  Prions  forms  of  business  enterprises;  and  we  now  hear  m- 
^enTdemands  for  a  federal  quarantine,  and  ^^rfc^ 
labor  conditions.   As  a  consequence,  there  is  at  present  ^J^' 
line  between  federal,  state  and  local  functions  and  expend  tures. 

revenuU  of  government  stand  in  a  certain  relaUon  o 

expenditures,  the  same  difficulties  that  ^-^^^l^'^i;^ 
expenditures  reappear  in  that  of  revenues.  In  fact,  f 
m^compUcations  in  revenue  than  in  expenditure  because  of^ 
^^^^  we  shaU  see,  of  expenditures  by  one  fo- of  goven. 
n^t  being  defrayed  out  of  the  revenues  derived  in  part  or  in  whole 
Som  Mother  form  of  government.  The  wjK>le  ^-^^^^^^ 
revenues  is  therefore  bound  up  with  the  problem  of  a  P"^^ 
^  between  central  and  local  finance,  or  in  the  case  of  federal 
governments  between  federal,  stote  and  local  finance. 

n. 

As  a  preliminary  to  a  discussiwi  of  the  fiscal  relations  of  cen- 
tral and  iZl  g^ments.  it  is  necessary  to  recaU  the  two  con- 
tr'^g  principles  of  public  revenues    These  as  is  w^  Imowj. 

L  o^  hand,  the  principle  of  ability  to  pay  and,  on  ^ 
Xr  toS,  that  of  benefit  conferred.  It  need  not  be  pointed  out 
ZrthVTtter  was  the  one  long  accepted  by  pubUcists,  and  it  is  on  y 
tr^^l  Z^s,  with  the  emergence  of  modem  democraqr  «^ 
L^tence  on  the  specifically  social  aspecte  of  Pf't^ 
^t^prindple  of  ability  to  pay  has  come  to  the  front.  The  mort 
^  nTa^sifof  the  subject,  however,  discloses  the  legitimacy  of 

principles,  although  it  is  careful  ^J^^^I^'  Z 
^  orooer  sphere.  It  is  now  well  understood,  for  mstonce,  ttot 
^r^^  must  be  framed  and  apportioned  according  to  the 
1  ^^litv  to  nav  •  while  most  of  the  remaimng  categories  of 
principle  of  abihty  assessments,  and  prices  of  all 

^ 

^'^er:^t  is  now  generally  accepted,  it  is  none 
the  less  true  that  there  is  a  certain  border  Une  or  zone  of  md^- 
Certain  taxes  like  some  imposts  on  land  can  be  upheld  almost 
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as  well  on  the  principle  of  benefits  as  on  that  of  abiUty  to  pay; 
while  other  payments,  like  inheritance  taxes,  which  in  somecomitnes 
Hike  the  United  States)  are  legally  included  under  the  head  of 
payments  made  for  benefits  or  privileges,  correspond  in  reahty  to 
the  principle  of  ability.    Without  attempting  to  pursue  furdier  this 
inviting  line  of  inquiry,  it  is  sufficient  for  our  purpose  to  pomt 
out  that  there  is  a  jurisdictional  division  corresponding  roughly  to 
the  above  division  in  prind^;  that  is  to  say  the  chief  home  of 
revenues  predicated  on  the  principle  of  benefit  is  to  be  fo"^  ^od^ 
in  the  local  divisions,  while  the  chief  home  of  revenues  based  on  flie 
principle  of  ability  to  pay  is  to  be  found  in  the  more  central  govem- 
Jwmtal  jurisdictions.  The  line  is,  indeed,  not  entirely  sharp;  for  we 
find,  on  the  one  hand,  some  fees  levied  and  not  a  few  industries  or 
enterprises  conducted  by  central  govermnents;  while,  on  ^  o^er 
hand,  certain  local  taxes  are  to  be  explained  primarily  on  tiie  prair 
dple  of  abiUty  to  pay.  But  as  a  general  principle  it  is  true  that  there 
«dsts  in  most  countries  today  a  larger  field  for  the  prmciple  of  bene- 
fits in  the  localities,  and  a  larger  fidd  for  that  of  abOity  to  pay  m  the 
central  jurisdiction. 

ni. 

If  we  turn  to  an  analysis  of  the  actual  conditions  to  be  found 
in  the  fiscal  relations  of  central  and  local  governments  and  if  we 
confine  our  attention  to  what  is  the  most  important  part  of  the 
subject,  viz.,  the  revenue  from  taxes  and  primarily  from  taxes 
which  may  be  upheld  on  the  prindple  of  abUity  to  pay.  we  shall 
see  that  there  are  no  less  than  five  different  methods  actually  emr 
ployed.    These  are  as  follows :  _ 

(A)  The  taxes  are  assessed  by  local  authorities,  with  additions 
for  the  use  of  the  central  government.  This  is  the  common  method 
in  the  American  commonwealths,  where  the  local  revenues  are 
derived  to  an  overwhelming  extent,  from  the  general  property  tax, 
levied  upon  real  and  personal  property  alike.  The  rate  of  the  tax 
for  purely  local  purposes  is  ordinarily  arrived  at  by  dividing  the 
assessed  valuation  of  the  property  in  the  locaUty  by  the  amount  to 
be  raised  for  local  purposes.  To  this  local  rate  there  are  added 
rates  for  county  as  well  as  for  state  purposes,  each  of  which  is  ascer- 
tained by  dividing  the  assessed  vahiation  of  the  property  m  the 
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locality  by  the  amount  needed  for  the  expenses  of  the  county  and 
of  the  state  respectively.  The  same  tax,  assessed  by  the  local 
offidab--ms.>  tiie  ^mxsX  property  tax,— -is  thus  utilized  for  both 
local  and  central  purposes. 

(B)  The  tax  is  assessed  by  the  central  authorities  with  addi- 
tions for  local  purposes.  This  is  the  reverse  of  the  system  last 
mentioned.  It  is  to  be  found  in  France,  whose  example  has  been 
copied  in  not  a  few  states.  In  France  there  are  four  taxes  levied 
for  state  purposes :  the  land  and  buildings  tax,  the  patentes  or  busi- 
ness tax,  the  personeUe  et  mobiliere  or  personal  tax,  and  finally  the 
door  and  window  tax  The  local  revenues  are  obtaimd  adding 
a  certain  percentage,  known  as  the  centimes  addiHonels,  to  eadi  of 
these  state  taxes.  There  are,  indeed,  other  revenues,  chiefly  from 
indirect  taxes  for  state  purposes,  and  from  the  octrois  for  local 
piuposes;  but  the  fact  remains  that  so  far  as  the  bulk  of  local 
revenues  is  amcemed,  they  are  derived  item  tiiis  simple  addition 
to  the  direct  state  taxes. 

(C)  The  separation  of  the  sources  of  revenue;  that  is,  certain 
taxes  are  utilized  io€  central,  and  others  f  local  purposes.  This 
separation  again  is  either  total  or  partial  A  partial  separation  is 
very  common.  Virtually  all  nations,  for  instance,  reserve  customs 
duties,  whether  import  or  export  duties,  for  the  central  government. 
Marry  nations  again  reserve  definite  classes  of  indirect  taxes  for 
the  caitral  government  In  the  United  Stales,  fcnr  instance,  there 
are  only  one  or  two  exceptions  to  the  general  rule  that  the  indirect 
taxes  are  devoted  to  federal  purposes,  in  the  shape  of  the  Internal 
Revenue.  The  same  is  true,  although  to  a  somewhat  sUghter 
extant,  of  the  Gemmn  Empire.  Even  in  regard  to  direct  taxes, 
however,  the  principle  of  separation  of  source  is  not  infrequently 
found.  In  Great  Britain,  for  instance,  the  income  tax  is  utilized 
for  the  nation,  while  the  local  revenues  are  derived  almost  ex- 
chisively  from  the  local  rates  or  estate  taxes.  Again,  in  Ger- 
many, the  so<aUed  taxes  on  yield  (ErtroffS^Steuem),  which  cor- 
respond to  the  four  direct  taxes  still  levied  in  France,  are,  since  the 
reforms  of  1893-1895,  reserved  exclusively  for  the  local  govern- 
ments, although  the  sake  of  better  administration  they  are  still 
assessed  by  the  states.   In  the  United  States  this  tendemy  is  also 
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visible.  In  not  a  few  commonweaMis  the  inheritance  tax  and 
even  the  corporation  taxes  are  now  allocated  to  the  state,  wiuk 
the  local  governments  depend  more  and  more  upon  the  property 
tax.  In  New  York  this  poUcy  has  been  carried  to  such  an  extent 
that  for  a  number  of  years  during  the  first  decade  of Jhe  pr^^^^ 
century,  it  became  unnecessary  »  tevy  «5r  •««!"/^  " 
property  tax  as  an  addition  to  the  local  tax.  In  Cahforma  this 
S^ple  has  been  carried  to  the  utmost  limit,  so  that  there  is  a 
complete  separation  of  sources  of  revenue  between  the  state  and  the 

localities.  ^  - 

(D)  The  division  of  the  yield;  that  is,  the  revemies  are  col- 
lected by  the  central  authorities,  but  a  portion  of  the  yield  is  as- 
signed to  the  localities.  This  system,  however,  does  not  sUnd  by 
itself  alone ;  but  it  forms  an  incidental  aWiough  important  part  of 
the  revenue  system  in  not  a  few  countries.  In  the  German  Eia- 
mre,  for  instance,  the  yield  of  the  inheritance  tax  is  divided  between 
the  empire  and  Ac  states,  and  that  of  the  land-increment  taxes  be- 
tween the  state  and  the  localities.  Thesameistraeof  theso<aUed 
death  duties  in  Great  Britain,  where  a  portion  of  the  yield  is  re- 
served for  the  local  divisions.  An  analogous  condition  prevails  m 
some  of  tiie  American  commonwealths  where  railroad  or  other  cor- 
poration taxes  are  assessed  and  coUecfced  1^  the  state  governments, 
but  are  then  returned  in  part  to  the  local  divisions.  CooqMcaoas 
iUustrations  of  a  similar  method  are  seen  in  New  Yoric  in  the  liquor 
license  or  transfer  tax  and  the  mortgage  tax,  the  proceeds  of  each 
being  divided  between  the  state  and  the  locality. 

(E)  The  system  of  subventions  or  payments  from  the  central  to 
the  local  governments  or  from  the  local  to  the  central  governments. 
A  notable  exami^  of  the  former  system  is  to  be  found  in  Canada, 
where,  as  a  result  of  the  surrender  by  the  separate  provinces  of  the 
right  to  levy  customs  and  excise  duties,  the  Dominion  transfers  an- 
nually large  subventions  to  the  provincial  treasuries.  A  similar  sys- 
tem is  in  force  in  Australia,  since  the  constitutional  amendment  of 
1910,  as  a  result  of  which  the  ComnKmwealth,  in  return  for  the  priv- 
ilege of  levying  all  customs  and  excise  revenues,  ammally  pays  over 
to  the  separate  states  a  fixed  sum  per  capita.  In  all  tiiese  cases  tiie 
ps^meats  are  made  by  the  federal  to  the  state  government    In  other 
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ootmtries,  liowever,  (bt  reverse  system  obtains.  During  tlie  period 
of  the  first  Crastkuticm  of  the  United  States  tiie  Federal  govern* 

ment  was  almost  entirely  supported  by  the  so-called  requisitions 
upon  the  states,  and  today  the  German  empire  is  still  very  largely 
alimented  by  the  so<alled  Matricutar-Beitriige,  <Mr  eontributions 
made  by  the  states. 

In  comparing  these  five  systems,  it  is  clear  that  the  first  and  the 
last  possess  obvious  disadvantages.  One  of  the  chief  difficulties 
connected  with  the  first  system  is  that  the  utilization  for  general 
state  purposes  of  a  locally  assessed  tax  on  property  inevitaUy 
kads  to  an  under-assessment  of  the  property.  It  makes  little 
difference,  for  instance,  whether  for  purely  local  purposes  we  have 
an  under-assessment  of  property  with  a  high  rate,  or  a  full  as- 
sessment with  a  low  rate.  Since  a  d^inite  amount  af  revenae 
is  needed  for  local  purposes,  and  therefore  a  ddinite  amount  of 
money  must  be  taken  out  of  the  pockets  of  each  individual,  as 
long  as  the  property  of  all  individuals  is  assessed  in  the  same  pro- 
portion, it  makes  no  difference  whether  we  have  a  low  or  a  hi|^ 
rate.  As  sora,  however,  as  the  assessmmt  is  utilized  for  state 
purposes,  and  the  amount  to  be  raised  is  made  to  depend  upon 
the  assessed  valuation  in  the  county  or  the  locality,  it  is  dear  that 
the  lower  the  local  valuation,  the  less  will  be  the  aggregate  amount 
which  the  locahty  will  have  to  pay  to  the  state.  Ttds  is  one  of  the 
chief  causes  which  have  led  to  the  under-assessment  of  property 
in  the  American  states,  and  it  is  largely  for  this  reason  that  the 
movement  is  now  so  pronotmced  in  the  United  States  toward  both  a 
central  supervisicoi  over  local  assesments  and  an  abandonment  of 
the  k>cal  property  tax  for  state  purposes.  The  first  method  thus  is 
clearly  susceptible  of  improvement. 

The  fifth  system,  again,  namely  that  of  subventions,  is  only  a 
makeshift  To  have  the  Federal  government  dq^end  entirely  upon 
largesses  from  tihe  states  is  to  render  it  mort  or  less  impotent,  and 
certainly  to  make  it  subordinate  to  the  states.  That  was  the  result 
of  the  American  system  of  requisitions,  and  is  one  of  the  reasons 
for  the  growing  fiscal  complexities  of  the  German  empire.  On  the 
other  hand,  to  tmkt  the  sqiarate  states  depend  financially  txpoa 
^bt  federal  government  is  to  weight  the  balance  m  the  opposite 
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direction  and  is  not,  in  the  long  run,  desirable  in  the  interest  of  a 
eaaxglkte  equilibriunL  The  system  of  si^ventions  is  concededly 
a  makeshift  system,  and  in  Australia  it  has  therefore  been  limited 
to  a  period  of  ten  years. 

The  third  system,  namely  that  of  the  separation  of  source, 
possesses  some  advantages.  The  first  is  the  conformity  with  the 
natural  division  of  govemmentai  functkMis  and  activities.  Certain 
activities  of  government  are  local,  some  are  inter-local  or  state, 
and  some  are  national  If  the  revenues  can  be  made  to  conform 
to  this  natural  division;  so  much  will  be  gained.  The  second  ad- 
vantage is  the  securing  of  greater  equality  in  the  assessment  of 
property,  and  especially  of  real-estate,  leading  to  Ae  elinuMtion  of 
the  unfortunate  scramble  for  reduction  of  valuation  in  the  local- 
ities. The  third  advantage,  so  far  as  concerns  the  relegation  of  the 
property  tax  to  the  localities,  is  a  reduction  to  that  txteaat  of  the 
>  direct  taxation  of  property.  The  fourtii  is  the  renMval  of  coOr 
flicts  between  the  cities  and  the  rural  counties.  The  final  advan- 
t^  is  the  greater  flexibility  and  adaptation  of  means  to  the  end, 
wfaeidby  eadi  kxrality  may  be  betto:  able  to  adjust  its  fiscal  system 
to  its  own  fiscal  needs. 

While  these  advantages  are  undoubted,  we  must  be  careful  not 
to  push  the  principle  too  far.  As  we  have  seen  above,  the  line 
between  kKal,  state  and  federal  functi(xis  of  government  is  by  no 
means  always  dear  cut;  and  a  complete  separation  of  source  might 
put  into  too  bold  a  reKef  a  division  which  does  not  exirt  in  actual 
life.  Moreover,  a  complete  separation  of  source  may  sometimes 
introduce  fiscal  embarrassn^t  It  may,  for  instance,  happen  that 
tiie  particular  source  of  revenue  assigned  to  either  the  local,  the 
state,  or  the  federal  government  may  be  more  than  adeqt^te  for 
its  purpose,  while  the  source  assigned  to  the  otiber  jurisdictions  may 
be  inadequate.  There  seems  to  be  no  convincing  reason  why  the 
surplus  of  tihe  one  kind  of  revenue  should  not  be  utilized  to  make 
good  the  deficit  of  the  other.  Finally,  it  may  occur  that  while  a 
particular  source  of  revenue  is  normally  desirable  for  tiie  local  as 
against  the  state  government,  or  for  the  state  as  against  the  federal 
govermnent,  it  will  none  the  less  be  found  that  there  are  certain 
aspects  of  that  particular  revenue  whidi  make  a  pout  of  it,  at  leasts 
preferable  for  ^  broader  jurisdiction. 
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In  short,  while  tfiere  is  mudi  to  be  iaid  for  the  princ^iie  of 

separation  of  source,  we  conclude  that  it  is  in  need  of  being  supple- 
mented by  otter  principles  in  order  to  secure  a  well-rounded  fiscal 
system. 

We  come,  tben,  finally  to  the  consideratioti  of  tiie  aeeood  and 

the  fourth  systems,  mentioned  above  as  B.  &  D. 

The  system  of  a  centrally  assessed  tax  with  additions  for  local 
purposes  has  much  in  its  favor,  especially  when  the  tax  chosen  is 
one  with  a  broad  base.  A  good  exam^  of  such  a  system  is  the 
Prussian  income  tax,  which  is  administered  by  the  state,  and  where 
additions  up  to  a  certain  percentage  are  permitted  for  the  use  of  the 
localities.  The  advantage  is  that  the  individual  in  paying  his  tax 
bill  gives  a  lump  sum  for  both  state  and  local  purposes,  and  is  re- 
lieved from  the  annoyance  of  separate  returns.  The  same  is  true 
of  the  centimes  additionels  in  France.  The  obvicnis  danger,  how- 
ever, in  such  a  system  is  that  by  using  the  same  tax  for  both  state 
and  local  purposes  we  run  the  risk  of  increasing  the  rate  to  such 
an  «rtent  as  to  interfere  with  its  maxmium  productivity, — a  danger 
inherent  in  any  system  which  looks  toward  the  singleMSS  rather 
than  to  the  multipUcity  of  taxation.  With  this  warning,  however, 
and  on  the  underatanding  that  the  systan  must  not  be  pushed  to  an 
extreme,  much  may  be  said  for  the  above  method  of  local  additions 
to  centrally  assessed  taxes,  as  supplementary  to  the  otbier  methods 
in  vogue- 

Finally,  we  come  to  the  ^nciple  of  division  of  yield.  This  is 
the  obvious  result  of  any  particular  source  of  levenue  where  the 

stream  of  income  gushes  forth  so  abundantly  as  to  produce  more 
than  is  needed  for  the  purpose  in  hand,  and  where,  conversely,  there 
is  a  d^cien<7  elsewhere.  An  example  of  this  is  afforded  by  the 
railway  taxes  in  some  American  coomaoowealUis.  It  is  conceded 
that  from  every  point  of  view  it  is  preferable  to  have  the  assesmient 
of  railways  in  the  hands  of  central  authorities;  for  the  experience 
of  the  American  sta^  with  the  local  assessment  of  what  is  essen- 
tially inter-local  or  eactrarlocal  in  character  has  been  unf  (Mtunate. 
To  take,  however,  the  entire  revenue  of  railways  for  state  purposes 
would  be  in  not  a  few  cases  to  rob  the  localities  of  a  share  of  what 
they  have  been  accustomed  to  rely  upon;  and  it  was,  tJierefore,  an 
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easy  transition  to  introduce  the  system  of  a  state  assessment  and 
collection,  with  a  repartition  of  at  least  a  part  of  the  yield  among 
the  localities.  The  same  point  of  view  is  observaUe  in  the  German 
inheritance  tax,  where  for  administrative  and  fiscal  reasons  it  was 
found  desirable  to  levy  the  tax  as  a  federal  impost,  but  where  the 
SQiarate  states  which  had  been  accustomed  to  depend  upon  that 
source  of  revenue  were  able  to  prefer  a  daim  to  a  portion  of  the 
yield. 

In  short,  wherever  it  can  be  shown  that  a  particular  tax  might 
well,  on  the  basis  of  general  economic  considerations,  aliment  both 
the  central  and  the  local  treasuries,  there  is  strong  reason  for  main- 
taining the  principle  of  division  of  yield. 

Our  general  conclusion  from  the  above  analysis  is  that,  while 
the  first  and  fifth  methods  are  relatively  indefensible,  a  combination 
of  the  second,  thiid  and  fourth  methods  a£Eords  a  reasonable  ground 
ioc  expectatic»  of  success. 

IV. 

In  deddmg  upon  dioice  between,  or  a  ocmitHnati<m  of,  the 

above  methods  it  is  well  to  keep  in  mind  certain  fundamental  prinr 
ciples.  The  three  principles  that  should  guide  in  the  allocation  of 
revenms  as  amoo^  various  tax  jurisdictions  are :  the  extent  of  the 
base  of  ^e  system,  the  efficiency  of  the  administration,  the  adequacy 

of  the  revenue. 

The  extent  of  the  base  of  taxation  is  obviously  important.  Some 
taxes  rest,  by  their  nature,  upon  the  broadest  possible  base.  The 
productivity  of  an  inheritance  tax  for  example  d^«ds  upwi  the 
number  and  size  of  the  assets  of  decedents.  It  is  clear,  however, 
that  the  smaller  the  area,  the  more  variable  will  be  the  revenue. 
In  a  single  town  the  death  of  one  wealthy  individual  may  swell  the 
revenue  from  tte  mheritanoe  tax  in  any  one  year  to  a  point  which 
may  not  be  readied  again  for  many  years  to  come.  This  would 
be  fatal  to  fiscal  stability.  A  similar  consideration  would  apply, 
although  in  a  somewhat  diminishing  extent,  as  between  state  and 
nation  in  a  federal  government  The  larger  the  area,  the  more 
regular  the  revenue. 

Take,  again,  business  or  corporate  activity,  which  ori|^nally  was 
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local  in  character  but  which  has  now  become  state  and  even  national 
in  character.   Where  the  faoae  is  so  broad,  any  attempt  to  narrow 

the  jurisdiction  is  fraught  with  peril.  In  the  Middle  Ages,  for  in- 
stance, a  local  or  municipal  tax  on  personal  property  was  entirely 
feasiUe,  because  of  the  essentially  local  character  of  property.  In 
modem  times,  however,  the  assets  of  a  large  business  and  the 
intangible  character  of  much  of  the  property  have  now  become 
national  or  international  in  scope,  so  much  so  in  fact  as  to  render 
fruitless  airf  attempt  to  reach  that  property  by  local  methods;  and 
the  same  consideration  has  led  to  the  abandonment  in  mxnt  years 
of  any  eflfort  to  levy  a  purely  local  income  tax. 

Secondly,  the  efficiency  of  the  administration.  Certain  taxes 
like  real  estate  taxes  are  specially  adapted  to  initial  local  administra- 
tion, becatee  the  assessnnnt  takes  place  under  die  eyes  of  the 
individual  taxpayer.  In  many  otter  cases,  however,  the  fardier 
away  we  get  from  local  administration  the  better  the  chances  not 
only  of  securing  expert  officials,  removed  from  the  dependence 
upcm  local  prejudice,  but  also  of  making  allowance  for  certain  in^ 
evitable  gaps  in  any  local  administration.  When  the  administra- 
tion, for  instance,  of  the  liquor  license  or  excise  tax  in  New  York 
was  transferred  from  local  officials  to  the  state  administration,  the 
revenue  was  largely  increased.  Again,  if  we  have  a  system  of 
state  assessment  of  corporations,  the  difficulty  arises  not  only  as  to 
the  allocation  of  the  due  proportion  of  total  revenues  earned  by  the 
corporation,  but  also  of  knowing  what  to  do  with  purely  interstate 
revenues.  In  the  case  of  the  inheritance  tax,  where  a  part  of  the 
revenue  has  been  based  upon  the  ^indple  of  residence  of  the  de- 
cedent, we  cannot  ignore  the  diance  of  evasion  by  transferring  tlw 
legal  residence  to  a  state  where  the  tax  does  not  exist,  or  where  the 
rates  are  lower.  Finally,  the  history  of  the  United  States  par- 
ticularly has  shown  that  a  federal  administration  is  often  more 
efficient  than  the  state  administration.  Compare,  for  instance,  the 
results  displayed  in  the  construction  of  the  Panama  Canal  with  those 
shown  in  the  construction  and  maintenance  of  the  new  highways  in 
New  Y(Mrk.  The  effidenqr  of  central  as  over  and  against  local 
administration  depends  not  cmly  upon  general  political  and  ad- 
ministrative conditions,  but  also  upon  the  constitutional  and  eco- 
nomic relations  of  certain  revenues  themselves. 
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Thirdly,  the  adequacy  of  the  revenue  in  question  must  not  be 
overlooked.  In  a  certain  jurisdiction  which  is  already  fairly  well 
supplied  wiA  revenues,  and  where  for  reasons  of  greater  equality 
or  expediency  a  new  source  of  revenue  is  added,  it  not  infrequently 
hsmpens  that  the  total  is  more  than  is  needed,  while,  on  the  contrary, 
as  againnot  scklom  occurs,  where  this  new  source  had  previously  been 
enjoyed  by  another  jurisdiction,  the  situation  may  be  the  reverse. 
Take  for  instance,  the  case  of  a  tax  on  corporations,  which  1^  to 
that  time  had  largely  alimented  the  local  budget  and  which  now  is 
transferred  to  the  state,  thus  resulting  in  a  possible  deficit  in  the 
one  case  and  a  surplus  in  the  other.  Take,  again,  the  much  mooted 
project  of  a  federal  iiOieritancc  tax  in  the  United  States,  whoe 
even  if  the  income  were  needed,  the  gap  in  the  revenues  would  be 
strongly  felt  by  the  separate  states.  Such  examples,  which  might 
easily  be  multiplied,  indicate  the  need  of  a  careful  consideration  of 
the  principle  of  relative  adequacy  of  the  revenues. 

The  practical  inferences  from  the  above  would,  of  course,  ditter 
in  every  nation.  I  shall  limit  myself,  in  dosing,  to  a  summary  of 
the  conchJsions  appUcablc  at  the  present  time  to  the  United  States. 

The  federal  government  should  rely  largely  upon  custwns  duUes 
and  indirect  taxes,  to  be  supplemented  by  a  federal  income  tax  ai^ 
a  federal  inheritance  tax.  Up  to  the  last  quarter  of  Uie  nmeteentb 
century,  the  federal  government  depended,  except  in  a  few  emer- 
gencies, upon  customs  duties.  During  the  Qvil  War  a  system  of 
internal  revenue  was  added,  because  it  made  possible  changes  m  tlw 
customs  duties  which  without  them  would  have  been  far  more  diffi- 
cult to  bring  about  A  single  source  of  taxation  is  always  less  elastic 

fhyn  a  multiple  source. 

While  from  a  purely  fiscal  point  of  view  the  customs  duties 
and  the  indirect  taxes  would  entirely  suffice  for  die  support  of  the 
federal  government,  there  has  been,  during  the  past  few  years,  m 
the  United  States  as  elsewhere,  an  irresistible  demand  to  supple- 
ment this  system  of  indirect  taxes  by  direct  taxes  which  would  re- 
spond more  clearly  to  the  principle  of  individual  abiUty  to  pay. 
This  movement  has  resulted  in  the  imposition  of  a  federal  mcome 
tait,  and  will  probably  lead  to  the  enactment  of  a  federal  inheritance 
tax.   It  is,  on  Ae  whofe,  defensible  not  only  from  the  point  of 
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view  of  equality  of  taxation,  but  also  because  both  the  income  and 
the  inheritance  tax  rest  on  so  broad  a  base  as  to  make  their  utiliza- 
tioii  by  the  federal  government  desiraUe.  For  a  federal  assessment 
will  remove  the  difficulties  a{  interstate  taxation  and  mmimize  the 
dangers  of  jurisdictional  evasion.' 

On  the  other  hand,  the  scope  of  the  federal  direct  taxes  should 
not  be  exaggerated  While  the  modem  tendency  is  everywhere  in 
the  direction  of  lessening  imtirect  taxes,  it  must  be  remembered  tiiat 
the  change  is  largely  due  to  the  fact  that  they  have  hitherto  irfayed  an 
over-whelmingly  preponderant  role  in  taxation.  It  is  a  sound  fiscal 
maxim  not  to  rely  exclusively  or  even  to  a  preponderant  extent 
up(m  dtiber  direct  or  indirect  taxes,  for  each  system  has  certain 
advants^fes  of  its  own.  In  view  of  the  fact  that  state  and  local 
taxes  in  the  United  States  are  to  so  very  large  an  extent  direct  in 
character,  it  would  seem  to  be  the  statesmanlike, policy  to  retain  a 
substantial  measure  of  indirect  taxes  for  the  suppCHt  of  the  f^leral 
government  The  income  titx  and  the  inheritance  tax  which  may 
be  levied  by  the  federal  government  ought,  therefore,  to  be  re- 
garded as  supplemental,  rather  than  primary  sources  of  income; 
especially  as  both  the  income  and  the  inheritance  taxes  will  be 
needed  in  the  future  to  a  still  greats  extent  for  purposes  of  state 
and  local  revenue.  Our  a>nclusion,  therefore,  is  that  the  rate  of 
the  federal  income  tax  ought  to  be  relatively  low;  and  that  if  a  high 
inheritance  tax  should  be  imposed,  only  a  portion  of  the  yield  ov^at 
to  be  retained  for  federal  purposes. 

The  states,  on  the  odier  hand,  should  rely  diiefly  upon  cc»^ra-' 
tion  taxes,  upon  special  taxes  on  property;  and  upon  liquor  and 
other  license  taxes.  Where  these  do  not  suffice  and  an  increasingly 
strccessf  ul  endeavor  is  made  to  abolish  the  inadequate  general  i»*op- 
erfy  tax,  the  states  should  rely,  in  addition,  upon  a  part  of  the  in- 
heritance tax,  to  be  assessed  by  the  federal  government,  and  finally 
upon  income  taxes,  which  should  be  supplementary,  and  as  far  as 
possible  conformable,  to  the  federal  income  tax. 

The  reascm  why  a  distinction  is  made  in  the  suggested  assess- 
ment of  these  two  taxes  is  that  the  problem  of  residence  is  more 
easily  solved  in  an  income  tax  than  it  is  in  an  inheritance  tax;  for 
the  inheritance  tax  is  really  a  tax  upon  the  estate  of  a  decedent, 


1916]  Federal,  State  and  Local  Revenues  ^35 

while  the  income  tax  may  be  so  arranged  as  to  include  a  business 
tax  as  wdl  as  a  tax  upon  the  individual  In  either  case,  however, 
and  irrespective  of  tiie  jurisdiction  wfaidi  assesses  the  particular 
tax,  some  American  states  will  no  doubt,  to  an  increasing  extent, 
rely  upon  both  the  income  and  the  inheritance  tax. 

Finally,  local  governments  should  rely  primarily  upon  revraues 
referable  to  Hit  principle  of  benefits,  sudi  as  special  assessments 
and  fees  of  all  kinds,  which  should  be  better  regulated  by  state  law; 
upon  the  tax  on  real  estate  and  especially  upon  land  taxes;  and, 
so  far  as  further  revenues  are  needed,  as  a  substitute  for  the  un- 
wwkable  personal  property  tax,  upon  additions  to  the  state  mcome 
tax. 

It  is  not  unlikely  that  the  problem  of  fiscal  interrelations  will 
be  solved  in  this  general  direction  in  the  United  States;  for  the 
soluticMi  is  in  harmony  with  the  fundamental  principles  that  have 
been  presented  above.  In  other  countries,  die  practical  aspect  of 
the  solution  will  no  doubt  be  different;  but  it  is  safe  to  say  that 
throughout  the  world  the  trend  of  adjustment  in  the  fiscal  relations 
of  federal,  state  and  local  governments  will  be  found  to  be  in 
line  with  the  solution  that  has  been  sketched  above. 

Edwih  R.  A<.  Sbugman 


